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KEY ECONOMIC INDICATORS - SWITZERLAND 


Exchange rate as of May 21, 1981 
US$1 = SF 2.0610 


Percent Change af 


79/78 80/79 


INCOME, PRODUCTION, 
EMPLOYMENT 


GNP at current prices 

(SF millions) 157,370 164,614 
-Private consumption 95,280 100,590 
-Government consumption 19,590 20,670 
-Fixed investment 32,980 37,525 
GNP at 1970 prices 

(SF millions) 100,215 102,730 
Per capita GNP (current 

prices, SF) 24,834 25,899 
Savings as percent of 

disposable income 

Employment (1000 - excluding 

agriculture) IV Q 1980 

Unemployment IV Q 1980 


INDICES 


3 
New industrial orders, 
(1975 = 100) 
Industrial production 
(1963 = 100) 
Retails sales (previous 
year = 100) 
Wages per employee 
(previous year - 100) 
11/80 real 
Consumer prices (Sept. 
1977=100) 12/80 
Wholesale prices (1963 = 
100) 12/80 


MONEY 
Monetary base (SF 
millions) 38,193 37,953 38,246 
Federal debt (SF 
millions) 13,559 13,659 14,127 
3.3 
Central bank discount 
rate 4/ 
Government bond yield 





BALANCE OF PAYMENTS AND TRADE 

Gold and foreign exchange 

reserves (SF millions) 51,305 39,849 39,260 
Balance of Payments 

(current account) 8,040 4.195 5/ 
Balance of Trade (SF 

millions) -519 -4,706 -11,251 
Exports (FOB) 41,780 44,025 49,608 - 
Swiss Exports to U.S. 2,974 2,993 3,552 
Imports (CIF) 42,299 48,730 60,859 - 
Swiss Import from U.S. 3,170 3,049 4,105 


0 239 
0 11.25 
7. 15.7 
1 20.0 
9 25.7 


MAIN INDUSTRIAL IMPORTS FROM THE U.S. IN 1980 (SF millions) 


Precious Stones, Platinum, Silver, Jewelry (512.2), Aircraft and Aircraft 
Parts (449.6), Industrial Machinery (390.4), Communications and Power 
Equipment (301.3), EDP Systems, Business Machines (285.3), Organic Chemicals 
(268.7), Optical, Medical and Industrial Process, Control Instruments (263.9) 


Components of GNP for 1980 available June 1981, other figures as latest 
date shown. 


1980 through latest date shown over the same period of 1979. 


Fourth quarter data for 1978 and 1979, percent change from same quarter 
pervious year, latest for 1980 (third quarter). 


The discount rate has been increased on three occasions in 1981 and as 
of May 11, 1981, is at 5 percent. 


Official data on 1980 current account will be available June 1981, 
estimate is that CA was in slight deficit. 





THE ECONOMY AT A GLANCE 


Economic growth is expected to drop significantly in 1981, 
perhaps to 1 percent or less in real terms. This follows 
3-percent growth last year and 2.5 percent in 1979. 


The sluggish international economic outlook, particullarly 
among Switzerland's major trading partners, weakening 
domestic demand, and the National Bank's tight money 
policies are the factors to watch. 


Inflation (near 6 percent on a year-on-year basis and twice 
the rate of last summer) is a major and growing concern. 
Price increases are expected to accelerate through the 
summer and then slow in the last quarter and early 1982. 


Unemployment is 0.2 percent of the working population and 
should remain low despite reduced growth. 


Export demand--a main support for GNP growth last 
year--flattened out in the last months of 1980 and declined 
4 percent in real terms in the first quarter of 1981. 
One-third of Swiss GNP is from exports, thus this 
development will have a noticeable impact on the domestic 
economy. 


Imports in real terms were down 5 percent in the first 
quarter of this year, due to moderating domestic demand. 


The trade deficit, at a record level in 1980, will moderate 
this year under the influences of lower domestic demand and 
higher export prices (thanks to a weak Swiss franc and an 
advantageous inflation differential with major trading 
partners). 


Significant budget cutting measures have been taken by 
Parliament and fiscal policy will remain tight. 


Monetary policy is restrictive and designed to reign in 
inflation. Domestic interest rates are moving upward in 
line with the authorities' restraint on money supply. 





Curent Economic Situation and Trends 


Clear Signs of Lower Growth in 1981 


Unexpectedly resilient in 1980, Swiss economic growth is now 
showing clear signs of erosion. 


For full-year 1981, gross national product (GNP) growth is 
expected to be less than 1 percent, significantly below the 3 
percent expansion in 1980. The slowdown has been expected, in 
view of the worsened economic outlook for Switzerland's major 
trading partners, near boom conditions in domestic 
construction, and sharply higher domestic interest rates. 


Exports sales--almost a third of GNP--begin leveling off in 
the last part of 1980 and declined 4 percent in real terms in 
the first quarter of this year. The decline in exports has 
already begun to bite: industrial orders declined steadily for 
the last two quarters of 1980 and preliminary data show this 
continuing in 1981, industrial plant expansion is down, and 
domestic housing construction activity (a major component of 
last year's growth) has in the first 2 months of this year 
averaged 10 percent less than the monthly highs’ in 1980. 
However, the sizable backlog in the construction sector should 
keep activity (and domestic demand) buoyant enough to 
compensate partially for the drop in foreign demand. 


Rising domestic interest rates may be a relevant factor in the 
slowdown in housing construction. These rates are presently 
moving up, partly as a consequence of the National Bank's 
anti-inflationary tight money policy. 


Although retail sales, another important element of last year's 
growth, increased 3.1 percent and 4.8 percent, respectively, in 
February and March, adjustments for price increases produced 
real term declines for both months--down 3 percent in March 
alone. 


The country's cyclical economic slowdown has been lagging that 
of its principal trading partners. Some researchers have 
attributed this in part to increased foreign demand caused by 
the weakness of the Swiss franc during the past year and a half 
(down almost 10 percent on trade weighted basis). Others note 
that a large part of Swiss exports is capital goods, generally 
involving long lag times for delivery. All agree lengthy 
stagnation in neighboring countries could prove difficult for 
key industries, regardless of their price advantage. The 
increasing cost of imports, due to the continued weakness of 
the Swiss franc, is also cause for concern. Swiss authorities 
now estimate that 40 percent of the current inflation is being 
imported because of the weakness of the Swiss currency. 





Principal Elements of the Economic Slowdown 


The major factors that contributed to the growth of the economy 
during the past 2 years were domestic consumer demand, exports, 
and construction. There is clear evidence now that the 
strength of the first two factors has begun to erode and that 
construction may begin to soften. 


Following on the heels of a 7-percent expansion in private 
consumption in 1980, the first months of this year exhibit a 
less vigorous picture typified by a decline in real terms in 
March. The strength of private consumption has been 
attributable to the nation's full employment and the housing 
boom. With the prospect of slower domestic growth, a cutback 
in working hours (hence a lower level of real income gains), 
and higher interest rates, consumer sales have now begun to 
moderate. 


Domestic construction, particularly in single-family housing, 
has been at almost boom levels during the last year. The 
16-percent expansion in new housing construction permits during 
1980 was partly a factor of the low mortgage rates, which were 
kept at 5-1/2 percent by political pressure. Rates are now 
moving upward with little restraint from Bern, which, combined 
with higher building costs, have begun to influence the housing 
Market. New permits were down 10 percent in the first 3 months 
of this year. Consumer demand will be affected as purchases 
associated with stocking and equipping new residences 
decline--a major element in consumer purchases in the last 
several years. 


Industrial construction, while unlikely to match the 30-percent 
expansion last year, will provide some fillip to GNP growth. 
Much of Swiss corporate construction is internally financed and 
not sensitive to interest rate movements. 


Foreign Trade 


In comparison with the first quarter of 1980, imports in the 
first 3 months of this year were down 0.8 percent in nominal 
terms and 7.3 percent in real terms. Consumer goods imports 
were up sharply in value terms, but, due to a 14-percent price 
increase, declined 1 percent in real terms. 


While imports of capital goods as a whole were down 2.2 percent 
in real terms (6.7 percent nominally), the machine sector-- 





including computers and electrical components--increased almost 
15 percent in volume, compared with an advance of only 4.7 
percent in the same quarter of 1980. Conservation and 
investment in energy-efficient equipment contributed to a 
continual decline in petroleum-based energy imports despite 
healthy economic growth. Energy imports (heating fuel, 
gasoline, and natural gas) by value were down 9.2 percent in 
1980 and by the same percentage in the first quarter of 
1981--despite price increases and the weakening franc. Imports 
from the United States were down 5.5 percent in the first 
quarter, presumably due in part to the higher value of the 
dollar. 


Exports in 1980 advanced by more than 20 percent in value, a 
development explained by the strong export orientation of Swiss 
industry; a weakening Swiss franc; comparatively lower 
inflation, which permitted significant price increases without 
sacrificing market shares; and a sharp jump in capital 
intensive exports (35 percent of total exports). However, 
export expansion in real terms began to flatten in the latter 
part of 1980. In the first quarter of this year, exports 
declined, led by capital intensive exports (down 7.3 
percent)--a development accompanied by a significant decline in 
orders from abroad. This does not bode well for a sector that 
typically depends on a heavy backlog of orders. 


Full Employment Continues 


Unemployment is presently at 0.2 percent of the work force. At 
the end of the first quarter there were 5,315 registered 
unemployed workers throughout the country matched against 
13,281 open postions. This gap is due primarily to the growing 
difficulty firms are experiencing in recruiting qualified 
personnel in technical fields such as electronics and 
engineering. The tight labor market is also a result of the 
surge in residential and industrial construction which may also 
account for the slight increase in foreign workers in 1980. 


Increased Inflationary Pressures 


While Switzerland has continued as one of the best performers 
in combating inflation, the steady upward course of consumer 
and wholesale prices have begun to worry the Government, the 
National Bank, and the public. The Consumer Price Index (CPI) 
rose 2 percentage points in the first quarter to 6.3 percent 
(year on year) before dropping slightly in April due to 
seasonal factors. It is widely expected that consumer prices 
increased again in May when new housing and rental costs were 
factored in (as they are twice a year in May and November). 
Consumer prices are expected to increase to a 7-percent-plus 
level by late summer, and then begin to slacken as domestic 
demand and housing construction moderate. 





Since 1973, Switzerland has experienced a roller coaster 
pattern in inflation rates. Inflation reached a post-war high 
of 12 percent following the 1973-74 oil shock. When inflation 
dropped to less than 1 percent in 1978, many observers failed 
to see this as a consequence of the sudden appreciation of the 
Swiss franc and a 10-percent reduction in import prices. This 
occurred during a sharp slowdown in domestic growth. While 
helpful on the inflation front, appreciation severely strained 
the country's exporters, many of whom have continued to 
complain about permanent loss of markets. The increase in the 
CPI in the last year and a half has been the reverse 
development--franc weakness during a period of buoyant domestic 
demand. 


Wholesale prices rose at a 5.l-percent rate (year on year) in 
1980 and moved slightly up during the first quarter of the 
current year. In April, the Index slipped to 4.9 percent, due 
primarily to lower raw materials and commodity costs. 


Lower Trade Deficit-Prospects for Balanced Current Account 


The first quarter trade deficit, while a substantial SF 2 
billion, represented a reversal of the 2-year trend of 
deterioration in the trade account. In the first 3 months of 
1981, the trade deficit was 28 percent less than that 
registered in the same period last year. Imports fell almost l 
percent while exports increased by 5.4 percent in value, 
compared with increases of 25 percent and 15 percent in the 
first quarter of 1980. Moderating domestic demand in the 
coming months should tend to hold imports low. While the 
volume of exports may be under pressure because of the level of 
economic growth in the rest of Europe, Swiss exporters will 
continue to be able to increase prices and remain competitive 
due to the country's relevatively lower domestic inflation. 

The deterioration in the country's trade account in the past 2 
years has been the chief factor in the erosion of the current 
account--down from a surplus of SF 8 billion in 1978 and SF 4.2 
billion in 1979 to an estimated SF 1 billion - SF 2 billion 
deficit in 1980. This was the first deficit since 1965. 
Although sizable, the 1981 trade deficit will likely be 
significantly lower than last year. Combined with an 
improvement in tourism earnings, assisted by the weakness of 
the Swiss franc, and higher foreign investment earnings, 
associated in part to higher foreign interest rates and a 
rigorous foreign merger effort, the 1981 current account will 
again be in slight surplus. 


Conservative Monetary and Fiscal Policies 


Since 1975, the Swiss National Bank (SNB) has focused on the 
use of the adjusted monetary base as the principal instrument 
to control money supply growth. During 1978 and 1979, the SNB 





temporarily shifted its focus to exchange market stability and 
a reversal of the sharp appreciation of the Swiss franc. The 
policy shift was partly motivated by commercial 

considerations: the country's export industries foresaw a 
major near-term loss of price competitiveness with a direct 
impact on employment and Switzerland's economic strength. 

Since late 1979, SNB policy has focused on the gradual 
expansion of money supply with a current objective of 4-percent 
growth in the monetary base. 


The sudden expansion in money supply that resulted from the 
National Bank's massive exchange market intervention in 1978 
and 1979, combined with low interest rates, generated a large 
increase in credit demand from mid-1979 through 1980: a major 
source of the country's present inflation problem. The SNB has 
responded with a moderate tightening of monetary policy. It 
has raised the discount and lombard rates on three occasions 
this year and has not hindered the banks in raising mortgage 
rates, although these remain well below those in most other 
countries. 


The same is true for domestic money market rates. The SNB has 
widespread political and public support for its restrictive 
policy. In contrast to other countries, Switzerland is not 
troubled by unemployment, thus there is no political pressure 
to offset a tight monetary policy with fiscal measures. 


Moreover, the significance of fiscal policy in Switzerland is 
limited. Confederation (Federal) expenditures constitute only 
one-third of total official outlays, while the remaining 
two-thirds come from cantonal and local governments. Fiscal 
policy is restrictive; public expenditures as a share of GNP 
are lower than in most Organization for Economic Cooperation 
and Development (OECD) countries. In the face of near full 
employment, there is neither an economic basis nor public 
support for expansionary programs. To the contrary, Parliament 
has initiated a major review of Federal spending objectives to 
reduce federal expenditures and balance the budget by 1983. 

The budget deficit in 1980 was SF 1 billion or about 1 percent 
of GNP. While hardly expansionary, the deficit has drawn 
considerable public criticism. Recent Parliamentary debate, 
however, indicates that major expenditure reductions will be 
difficult to achieve as will certain revenue initiatives, 
notably a tax on banks. Last year's deficit was SF 650 million 
below that of 1979. This gives cause for optimism in the 
Federal Government's view, given the worsening economy and 
consequent lower revenues expected this year. 





Agriculture 


Last year was unsatisfactory for Swiss agriculture. 
Precipitation throughout the year was well above average, and 
production of most field crops was down. There was a 0.60 
percent decrease in the total agricultural product in 1980, 
compared with a 4.80 percent increase in 1979. 


Responding to the Swiss Farmers' Union demands for higher 
income, the Government imposed increased subsidies in a number 
of areas, including milk production and feed grains. The 
financial burden of these subsidies are borne by consumers in 
the form of higher State-controlled milk prices. Subsidy 
increases for additional crops are slated for later this year. 


This volume of imported feedstuffs in the current year is 
unlikely to change significantly from last year's level. The 
United States will probably continue to be a major supplier of 
corn, wheat, tobacco, cotton, and other agricultural products. 
U.S. suppliers forecast some increase in sales of certain 
consumer items such as nuts and wine during 1981. 


IMPLICATIONS FOR THE UNITED STATES 
U.S. Sales 


Long-term prospects for marketing U.S.-made equipment and 
products have become less rosy. With an appreciated dollar and 
the likelihood that U.S. inflation will continue to exceed 
Switzerland's, American exporters must anticipate a tougher 
selling job in the next 12 to 24 months. 


In the last 2 years, low prices were all that it took to open 
doors to American products. Now, more attention to the market 
will be needed. Swiss buyers will revert to their previous 
insistence on quality and service from American suppliers just 
as they do from more traditional vendors in Western Europe. 
Manufacturers and exporters who want to stay for the long pull 
are going to have to remain alert to such factors as payment 
terms; product suitability or adaptability to the Swiss market; 
distributor support in the form of product literature and 
translation of technical manuals; prompt and effective response 
to request for quotations; aftersales service, participation in 
dealer promotions, and Swiss trade fairs. 


Despite lower economic growth, Swiss industry will continue 
investment designed to foster competitiveness in export 
markets. Where sales representatives can claim “laborsaving" 
or “greater productivity" or "reduced handling" as an 
advantage, they can be assured of a battery of eager 
listeners. Product lines that should enjoy particularly good 
sales prospects in the months ahead include word processing, 
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data processing, automated handling, industrial robots, 
alternative energy devices, and computer-controlled 
metalworking machines. To assist firms ready to exploit these 
needs in the Swiss market, the U.S. Government will mount trade 
promotion events for small business computers, nuclear power 
equipment, computer graphics, metalworking equipment, 
microelectronics, and security and safety devices during the 
next 14 months. Dates and details are available from any U.S. 
Commerce Department District Office. Suppliers of consumer 
goods and food products should continue to find good 
opportunities. Attracted initially to U.S. consumer goods by 
pricing, Swiss department and chain store buyers now find that 
styling and novelty are important corollary considerations. 

A short fall in the 1980 Swiss grape harvest has opened the 
market to a substantial, one-time, ex-quota import of American 
wines. Market promotion by one Swiss importer suggests quality 
U.S. wines will be well received here. 


In the present competitive environment, manufacturers and 
exporters should maximize the use of press agents, seminars, 
international conferences, and trade fairs to gain attention 
and exposure here. Events in Switzerland are frequently 
international in scope and draw participants from well beyond 
the country's borders. Thus, those who choose Switzerland as a 
test market can gain insight into consumer preferences 
throughout Western Europe. 


ravel USA 


Tour operators, air carriers, hotels, and other organizations 
servicing Swiss visitors to the United States are finding that 
a softer Swiss franc and less Swiss inflation have combined to 
reduce the United States' "best travel bargain" reputation. 
The rate of increase in Swiss travelers, running at 30 percent 
in the past 3 years, will taper off. Advance reports for the 
1981 summer season indicate that deluxe tours and individual 
arrangements continue to sell well, while demand for low-cost 
packages has fallen off. There is also a marked shift away 
from charter-based tours, but there is continued good demand 
for Apex-based arrangements. The U.S. tourism industry must 
increase its emphasis on quality and service to retain the 
loyalty of Swiss travelers. This market needs continuing 
attention. If an independent office seems too expensive, the 
American tour operator should consider an agent or 
representative. Take advantage of annual events organized by 
the Embassy and the "Visit USA" Committee such as the USA Group 
Exhibit at the Swiss Travel Trade Workshop (November) or the 
"Visit USA" seminars conducted for counter-level sales 
personnel (January). 





Foreign Investment 


Swiss Government policy toward foreign direct private 
investment is liberal, and local industry remains interested in 
licensing and joint ventures with U.S. firms in advanced 
technical areas. The book value of U.S. direct investment in 
Switzerland totalled $8.6 billion at the end of 1979--a nominal 
increase of 16.5 percent over the previous year. Since labor 
and other costs remained relatively high in Switzerland during 
that period, much of the growth seems to reflect exchange rate 
distortions and the expansion of existing facilities. 


Swiss direct private investment in the United States grew by 
14.3 percent to $3.3 billion for the same period. Trade 
sources suggest this increase accurately reflected growing 
Swiss interest in acquiring U.S. production facilities. 





